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He have’ considered your appl:lcation for recognition of excaption frmn
'Federal income :sx under ncction 501(c) (7) of the Intemal Ruvenue COde.i -

The :Lnformation submit:ted diﬂcloaes thn: you were hcorporated _ ‘
I, to enter info any lawful busineas activity in which corporations s
organiza,mda“ et saq., may ‘engage,
Your _By-Laws provide :ha.c you are. organizedfor the purpome of promot—
ing sports’ and recreation and' particularly the recreation’ of horaseman-
ship, horae'bacl:r:lding, and- all phases of ‘the equutrinn field on a -
nonprofit basis. It appears that your memberehip in open to, anyone
‘over 15 yenrs of. age. A.unual duea are set at $- per mmber,u o

‘-

[

,Infomation submitted :Ln Bupport of your alpplication showa that, in

addition to regular member Rmeetings and zides, you have annunlly .

assisted the’ local fire depnrment in the’ sale of gumbo and ryou: sell
‘,_raffle tickete to‘the public: during the parish junior livestock show..

Financ:(.al infomation made uvuilabla iudicatns that your grosa rceeipts ,
mey be summarizc.d as. follows. S .

. Tatal‘- . Membar . Nonmembet
EER Dues ($-) and Assuaments (3_) § -
. Sale of gumbo (Club‘a 1/2) .7 - - $ _ .
‘Livestack show raffle " N B - I

Although this fiﬂancial :Lnfomntion does not conform to your regular t
accounting cycle, it is representative of’ yout actual aources ‘and
amounts of receipts., S v s :

“
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Section 501(c) ef the Code describes certain organizations ecxempt froum
Federal income tax under section 501(&) and re-nds, in part, as follows:

"(7) Clubs organized for ple.nmxre, recreation, and other non-
profitable purposes, substanzially all of the activities of which
are for susgh purposes and no part of the net earnings of which
inures to the benefit of any private sharcholder.™

Section 1.501(c) (7)~1 of the regulationas provides, in part, as follows:

"(a)The exemption provided by section 501({a) for organizations
described in section 501(e}(7) applies only to clubs which are
organized and oparated exclusively for pleasure, recraation, and
other nonprofitable purposes, but does not.apply to.any club if
any part cf.its net earnings inures to the benefit of any private
shareholder. Im genural, this exemption extends to socfal and
recreation clubs which are supported solely by memberslip fees,
dues, and assessmenis. . Howewor, a club otherwise eatitled to

.o exemntion will not be diﬂquau.fied becauge it raises revenue
from members through the use of club facilities or in comnection
with club activitivs."

“(E)A club vhich e:xgaaea in 'uuaineaa, such aa making ite

social and recreational facilitles available to the general public
or by selling real estdate, timhor, or other products, is not organ-
ized and -operated exclusively for pleasure, recreation, and other
nonprofitable purposes, and ia not exempt under saction 501(a).’
Solicitation by advertisement or otharwisa for public patrzonage of'
1ts facilities Is prima facie evidence that the club 'is engaging in
business and i1s not beingz operated exclusivaly foxr pleasure, recrea-
tion, or social puri)oaes. However, an incidental sale of prowerty
will not deprive a club of its ‘-empcion."

! ) Section 501(c)(7) of the Code bas been apendad by Public Llaw 94-568 to
- "permit clule to receive up ‘to 35% of; ‘their gross rccedpts, including
- "investment income, from sources outsida of their membership. without’
losing tax-exempt status. XNo more :hnn 152 0f gross receiptn,'howave.‘r,
can be from the general public' ) use of club facilitias and servicea. .

According to the “mate port on I’ublic Law 94-568, g*oss raceipts nre ‘
defined for this p. pot .8 those receipts from nomal 2nd ;usual activi-..
tles of the club (t:lmt is, those.activities.thay, have traditionally -
conducted) inecluding charges, admissions, membetahip faes, dues, agsess—

ments, investment income (such.as dividends, reits, and similer receipts),

and norual recurring capital gains on. inveatments, but excludiug :Lnitia- ;

tion fees and capital contributions.
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The regulations issued under section 511 of the Code provide that exempt
function income mesna 3ross income from dues, fees, charges, or similar
emounts paid by membars of the organization as consideration for provid-
ing goods, facilities, or services tc such members, theix dependents, or
guests in furtherance of the purpoges comstituting the basis of the
exemption of the organization.

Revenue Ruling 58-589, 1958-2 Cumulative Bulletin 266, holds that to
qualify for income tax exemption, a social club should not advertise.its
facilities for non-uenber patronage since this would be prima facie
evidence that it wag ‘engaging in business. Likewise a social club
should not engage in any type of...activity...which is designed to
inerease or which could result fn an increase in net eernings inuring to
the benefit of eny :Individuasl. RKet earnings may inure to members in
such forms as an increase in services offered by the club without a
corresponding incrosse in member dues or other fees paid for club support.
Revenus Ruling 65-63, 1965-1 Cumulative Bulletin 240, exemplifies an
organizntion that pemtts the general public to attend the organization’s
activities on a recurring basis upon payment of an admlaaion fee. It
holda’ that public. patronage or participation in club activities is .
permiasible if incidental to and' in’ furthsrauce of the club purposes,
and if the net income therafrom does not inure to its members, Howaver,
this is not the came vhere tha cctivities of the club, in pexmitting
public patronage of its facilities, ere of such magnitude and recurranca
ag to constitute eagaging in business.-. Revenue Ruling 66149, 1966-1
Cumulative Bulletin 146, holds that thae statute contemplates that clubs
falling within the smbit of aection 501{e) (7) of the Code are designaed
pri.mnrily to providu for the’ pleuaure and recreation of wmembers. These
i . activities may be euppo::ad by funds obtained from members such as dues,

aasauments, and. pnymsnt for the ume of club facilities. However, to
the extent phnt income is derived from non-member sources, it inures to
the benefit of the members.. If such activities are other than incidentsl,
.trivial, or nonrecurrent; it is considered that they are intended to

" produce income and- ure reflective of a purpose inconsistent with exempt-
1on under section 501(c)(7).

Sixni]m:ly, whexre a club engugas in'income producing transactions which
are not a part of the club purposes, exmpt:l.on will not. be denled becausc
of incidental, trivial or nonrecurrent activities. such asg salea of.
property no longer adapted to club purposes. But in order to rétain
exemption a club must not enter inte outside activities with the purpasze
of deriving a profit. (Santee Club v. White, 87 Fed. (2d) 5.) IS such
income producing activities are othar than incidestal, trivial’ or moare-
current, it will be considered:that they are designed to produce incom
and will defeat exemption. (Wast Side Tenunis Club v. Commissionex, I1l1.
Fed (2d) 6, Certiorari demied, 311 U.S. 674 . .




. You lﬂpve receivad grnua income from uonmmbe.r sources in mnounts which
ey canpot be considered ‘tg.ba’ :anidental, trivial, or oonrecurrent. .
el : Accordingly; wa. concludn that'you do, not qualify for’ exemption from

- . . Federal‘income tax- as an orgaiiration dnscribed 4n section 501(c) (7} of
- '. I . 7 the Internal Revenue CDda ’-n.nd are ;herefore requi.red to. ‘f:ue mcma tax
T retum on Form 1120 . » .

3 . t-luaions, yon may, '-:ithin 30 daya’ from

the date of this- lettex s flie in‘duplicate a’ brief.of ‘the facte, law,

and’ argum:ml: that glearly neta“forth .yous pogition. E%, {3 you desire an

oral’ discxesion ‘of ‘the: usuu. plusa indicate this in your protest. - The

) ent..l.osed ’ublication 892 givea macructions ,fox: filing a: ptutent.

2 -If you dc nnt fﬂe arp:otast with this offi«.e withi.n 30 daya oE tha date <~
. ;_o!. c‘hia :epotl: ‘oF. 1el.ter,_‘chis pzopoud de.:eminanon w:lll bacome f:t.nnl

‘.va.

if you 2gree “ith’ tlmaa conclusione or’ do not; wi.ah to fﬂ.a a writun ST
protent, ‘please aign and, etur_n Po'm 6018 i he mcloaed nalf—adldresaad .
" qnvelopmus aoon as unsible. : .

Enclosuress. . -

»+ Publization 832
~Form 6018 ¢ T~
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